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SALUTATION

March 14, 2007

Honorable Alfred W. Gross, Chairman
Financial Condition Subcommittee
National Association of Insurance Commissioners
2301 McGee Street, Suite 800
Kansas City, Missouri 64108-2662

Honorable Joseph Torti, III
Secretary, Northeastern Zone (I), NAIC
Rhode Island Insurance Division
Department of Business Regulation
233 Richmond Street, Suite 233
Providence, Rhode Island 02903-4233

Honorable Kent Michie
Secretary, Western Zone (IV), NAIC
Utah Department of Insurance
3110 State Office Building
Salt Lake City. Utah 84114-1201

Honorable Merle Scheiber
Secretary, Midwestern Zone
State of South Dakota
Division of Insurance
445 East Capitol Avenue
Pierre, South Dakota 57501

Honorable Julie B. Bowman
Secretary, Southeastern Zone (II), NAIC
Arkansas Insurance Department
1200 West 3rd Street
Little Rock Arkansas 72201-1904

Honorable Matthew P. Denn, Commissioner
State of Delaware
Department of Insurance
841 Silver Lake Boulevard, Suite 100
Dover, Delaware 19904

March 14, 2007

Commissioners:

In compliance with your instructions and pursuant to statutory provisions

contained in Certificate of Authority letter 6.034, an examination has been made of the

affairs, financial condition and management of the

Darwin National Assurance Company

hereinafter referred to as “Company”, incorporated under the laws of the State of

Delaware. The examination was conducted at the Company’s administrative office

located at 9 Farm Springs Road, Farmington, Connecticut 06032. The Company’s

statutory home office is located at 1807 North Market Street, Wilmington, Delaware,

19801. The report of examination thereon is respectfully submitted.
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SCOPE OF EXAMINATION

The last examination was conducted as of December 31, 2002, by the State of

Delaware. This examination covered the period January 1, 2003, through December 31,

2005, and consisted of a general survey of the Company’s business policies and practices;

management, any corporate matters incident thereto; a verification and evaluation of

assets and a determination of liabilities. Transactions and events occurring subsequent to

the latter date were reviewed and have been commented upon to the extent deemed

necessary.

The format of this report is designed to explain the procedures employed on the

examination and the text will explain changes wherever made. If necessary, comments

and recommendations have been made in those areas in need of correction or

improvement. In such cases, these matters were thoroughly discussed with responsible

personnel and/or officials during the course of the examination.

The general procedure of the examination followed rules established by the

National Association of Insurance Commissioners (NAIC) Committee on Financial

Condition Examiners Handbook as adopted by the Delaware Insurance Department and

generally accepted statutory insurance examination standards.

In addition to noted items in this report, the following topics were reviewed and

are included in the workpapers of this examination. No exceptions or errors were noted

during our review of these items:

Employees and Agents Welfare
NAIC Ratios
Legal Actions
Commitments and Contingent Liabilities
Risk Based Capital
All Asset and Liability items not mentioned in this Report
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Workpapers prepared by the Company’s external accounting firm, KPMG LLP,

Hartford, Connecticut, in connection with their annual audit, were reviewed and relied

upon to the extent possible. INS Services, Inc was retained by the Delaware Department

of Insurance to conduct a review of the Company’s overall risk related to Information

Systems Controls.

HISTORY

The company was incorporated on January 14, 1972 under the laws of Delaware

as Peninsula Property and Casualty Company. It commenced business on January 31,

1972. Paid-in capital of $3,500,000 consists of 3,500,000 common shares at a par value

of $1 per share. General Electric Mortgage Insurance Services Inc. held all outstanding

shares of the company from its inception until December 30, 1993. At that time, the

Peninsula Insurance Company, Salisbury, Maryland acquired the Company as a clean

shell. On June 30, 1994, the company was sold to Security Assurance Company, an

affiliate, and on December 15, 1994, the company was sold back to The Peninsula

Insurance Company.

On December 22, 1995, the company was acquired by AEGIS Holding Inc., a

Delaware holding company that is wholly owned by Associated Electric & Gas Insurance

Services Limited (AEGIS), Bermuda.

On May 1, 2004, the Darwin Group, Inc., a Delaware corporation, (Darwin

Group) and its parent Alleghany Insurance Holdings, LLC, a Delaware limited liability

company (Alleghany Holdings), and its parent, Alleghany Corporation, a Delaware
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corporation acquired the company. On May 21, 2004, the Company’s name was changed

to Darwin National Assurance Company.

On May 24, 2006, Darwin Professional Underwriters, Inc. (DPUI) completed an

initial public offering (IPO) of 6,000,000 shares of its common stock. Prior to the IPO,

Alleghany Holdings controlled approximately 90% of the stock of DPUI. Subsequent to

the IPO, Alleghany Holdings controlled approximately 54.9% of the stock of DPUI.

On May 30, 2006, the Delaware Insurance Department approved a Form A

exemption regarding the reorganization of Darwin Group to a subsidiary of DPUI.

Ultimate control did not change and still remains with Alleghany Corporation.

CAPITALIZATION

At December 31, 2005, the Company had 10,000,000 common shares authorized

with a par value of $1 per share, of which 3,500,000 shares were issued and outstanding.

The schedule that follows shows the changes in the Company’s capital and surplus from

the previous examination to the current examination.



Darwin National Assurance Company

5

Common
Capital
Stock

Gross Paid -in
& Contributed

Surplus

Unassigned
Funds

(Surplus) Total
12/31/2002 $3,500,000 $6,800,000 $5,318,042 $15,618,042

Operations (1)

2003 Operations 1,161,928 1,161,928
2004 Operations (828,692) (828,692)
2005 Operations (17,378,215) (17,378,215)

Surplus Contributions

2004 Alleghaney surplus
contribution (2)

15,000,000 15,000,000

2005 Alleghany contribution for
the purchase of Darwin Select (3) 25,239,212 25,239,212
2005 Alleghany contribution for
reorganization (4) 135,000,000 135,000,000
Company error corrected in 2006
(See Note 6 in the Notes to
Financial Statements) (228,850) (228,850)

12/31/2005 $3,500,000 $181,810,362 ($11,726,937) $173,583,425

(1) Operations are defined as: Net income, net unrealized capital gains or loss, change
in net deferred income tax, change in non-admitted assets, and changes in paid in
surplus adjustments.

(2) On July 1, 2004, the Company received a $15,000,000 surplus contribution from
Alleghany Corporation (the ultimate controlling entity).

(3) On May 2, 2005, the Company received a $25,239,212 surplus contribution from
Alleghany Corporation (the ultimate controlling entity). The purpose of this
contribution was to allow the Company to purchase Ulico Indemnity Company
(currently named Darwin Select Insurance Company).

(4) On November 14, 2005, the Company received a $135,000,000 surplus
contribution from Alleghany Corporation (the ultimate controlling entity).

(5) The gross paid in and contributed surplus of $182,039,213 as reported in this
examination, included $228,850 of amortization of goodwill that was reported by
the Company as a reduction to gross paid-in and contributed surplus instead of
reporting the amount as a change in net unrealized capital gains or losses. The
amount was reclassified from unassigned funds to gross paid in and contributed
surplus on the balance sheet.
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MANAGEMENT AND CONTROL

Pursuant to the General Corporation Law of the State of Delaware, as

implemented by the Company's Certificate of Incorporation and bylaws, all corporate

powers and its business, property and affairs are managed by, or under the direction of, its

Board of Directors. The Board shall consist of at least five (5) members.

The Board of Directors is currently comprised of five members, all of who were to

be elected at the annual meeting of the shareholder. The members of the Board are

elected for a term of one year and serve until the next annual meeting of the shareholder

or until their successors were elected and qualified.

The members of the Board of Directors serving as of December 31, 2005, were as
follows:

Director's Name Principal Business Affiliation

Stephen Jay Sills, Chairman Darwin Professional Underwriters, Inc.
Dorothea Cooke Gilliam Alleghany Corporation
James Phillip Slattery Alleghany Corporation
James Joseph McIntyre Capitol Transamerica Corporation
John Langton Sennott Jr. Darwin Professional Underwriters, Inc.

The Company's bylaws provide that the Board of Directors, by resolution, may

designate one or more committees as deemed appropriate and each committee must

consist of one or more directors of the Company. As of December 31, 2005, the Board of

Directors had appointed Directors to the following committee:

Investment Committee:
Dorothea C. Gilliam
John L. Sennott
James P. Slattery
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The bylaws of the Company state that the elected officers of the corporation shall

be a President, a Treasurer and a Secretary. The Board of Directors may elect other

officers from time to time as deemed appropriate. At December 31, 2005, the Company's

principle officers and their respective titles are as follows:

Officers Title
Stephen Jay Sills Chairman, Chief Executive Officer and President
John Langton Sennott, Jr. Chief Financial Officer and Treasurer
Mark Ira Rosen Secretary
Dorothea Cooke Gilliam Vice President
Roger B. Gorham Vice President

FIDELITY BOND AND OTHER CORPORATE INSURANCE

As of the examination date, the Company did not maintain fidelity bond coverage

for their officers and employees. Minimum coverage of this nature is suggested by the

National Association of Insurance Commissioners (NAIC) in the amount of $800,000 for

companies of its size.

During the examination, DPUI obtained a fidelity bond with an effective date of

December 19, 2006 to provide coverage of $2,000,000 for the officers and directors of

DPUI. A rider was added to the policy naming the Company as an insured on the

insurance policy for the fidelity bond coverage effective February 14, 2007.

INSURANCE HOLDING COMPANY SYSTEM

The Company became a member of another insurance holding company system as

defined under Title 18, Chapter 50, “Insurance Holding Companies” of the Delaware

Insurance Code on May 3, 2004 when the Darwin Group, it’s parent Alleghany Holdings

and it’s parent, Alleghany Corporation, filed an application for change of control and
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acquisition of U.S. Aegis Energy Insurance Company (U.S. Aegis) by acquiring all of the

issued and outstanding shares of common stock (3,500,000 shares), par value $1.00. On

May 21, 2004, the name of U.S. Aegis was then changed to Darwin National Assurance

Company. Holding Company registration statements were timely filed by the Company

with the Delaware Insurance Department.

The Darwin Group owns all of the Company’s issued and outstanding common

stock. The ultimate controlling entity is Alleghany Corporation. Alleghany Holdings was

established to consolidate the Alleghany Corporation’s insurance operations under one

holding company in the Alleghany corporate structure.

On May 2, 2005, the Company purchased 100% of the common stock of ULICO

Indemnity Company, an Arkansas insurance company, for a total consideration of

$25,667,746. ULICO Indemnity was renamed Darwin Select Insurance Company and

became a wholly owned subsidiary of the Company.

The following organizational chart, of which the Company was a part, illustrates

the identities and relationships between its parent, affiliates and subsidiaries as of

December 31, 2005.

Ownership
Company Name Domicile Percentage

Alleghany Corporation DE
Alleghany Insurance Holding LLC DE 100%

Darwin Group, Inc. DE 100%
Darwin National Assurance Company DE 100%
Darwin Select Insurance Company AR 100%

* Darwin Professional Underwriters, Inc. (DPUI) DE 100%
Capitol Transamerica Corporation WI 100%

Capitol Facilities Corporation WI 100%
Capitol Indemnity Corporation WI 100%
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Capitol Specialty Insurance Corporation WI 100%
Platte River Insurance Company NE 100%
RSUI Group, Inc. DE 100%

Resurgens Specialty Underwriting, Inc. DE 100%
RSA Surplus Lines Insurance Services, Inc. DE 100%
RSUI Indemnity Company NH 100%

Landmark American Insurance Company OK 100%

* Due to a corporate restructuring, which was effective January 1, 2006, DPUI
became the direct parent of the Darwin Group.

INTERCOMPANY AGREEMENTS

Tax Sharing Agreement

The Company entered into a Tax Sharing Agreement with the Darwin Group,

effective July 15, 2004. In accordance with the terms of this agreement, the Company

shall pay to the Darwin Group the amount of taxes due that would have been paid if the

Company had filed its own federal income return. Under this agreement, the Darwin

Group and the Company are included in the consolidated federal income tax return of the

Alleghany Corporation. The Company consolidates its standalone results with the

Darwin Group, who then consolidates its results with the Alleghany Corporation.

Underwriting Management and Services Agreement

The Company entered into an underwriting management and services agreement

with DPUI effective July 15, 2004. Under the terms of this agreement, the Company

appointed DPUI as its underwriting manager with respect to procuring contracts and

policies of directors' and officers' liability insurance, errors and omissions, professional

liability, and other types of insurance as mutually agreed upon by the parties of this

agreement.
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DPUI shall act on the Company's behalf as follows:
(a) To solicit and produce applications for policies;
(b) To provide insurance underwriting functions in connection with the issuance of

policies;
(c) To issue, bind and execute policies on behalf of the Company;
(d) To report claims to the Company, settle and maintain records of claims submitted

for payment under such policies;
(e) To negotiate, bind and execute agreements of ceded reinsurance with respect to

policies and
(f) To perform administrative, financial and accounting services in connection with

such functions.

Under Part (f), the Company considered this agreement to cover the provision by DPUI of

all employees, plant and equipment, information technology and legal services as well as

all other general expenses considered reasonable and necessary for the operations of an

insurance company.

Fees allocated to the Company under this agreement include both expense

reimbursements and incentive compensation payments based upon policies written under

this agreement. The expense reimbursement amount due by the Company was equal to

the lesser of DPUI's operating expenses for the year applicable to the business written for

the Company or 32% of gross premium, net of returns.

Incentive compensation payments may represent up to 20% share of the pre-tax

profit produced by the policies written under this agreement in any one year, including

investment income and underwriting profitability, or loss measured on a policy year basis

and paid over a six year period, as long as there are no offsetting losses during that six

year period.

See Note 3 and Note 4 of the Notes to Financial Statements for additional

information regarding the settlement of inter-company balances and agents’ balances.
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The Company paid DPUI $1,543,129 and $173,877 for these services in 2005 and

2004 on direct premiums written of $18,296,825 and $2,451,143, respectively.

OTHER AGREEMENTS

Investment Management Agreement

Effective July 1, 2004, the Company became a party to an Investment

Management Agreement between Alleghany Corporation and General Re-New England

Asset Management, Inc. (NEAM). According to the terms of this agreement, NEAM was

designated to manage all of the investment accounts of the Company and its affiliates,

within investment guidelines established under the agreement.

Bank of New York Custody Agreement

Effective June 7, 2004, the Company became a party to a Global Custody

agreement between Darwin Group and the Bank of New York (BONY). This agreement

appointed BONY to act as the custodian for the Company’s securities.

TERRITORY AND PLAN OF OPERATION

Territory
As of December 31, 2005, the Company was licensed to write business in forty-

six states and the District of Columbia. The Company wrote Medical Malpractice, Errors

and Omissions, and Directors and Officers Liability coverages primarily on a “claims

made” basis, in licensed jurisdictions.

At December 31, 2005, the Company reported total direct premiums written in the

amount of $18,296,825. Approximately fifty-four percent (54.1%) of this amount was
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from the following three states; (1) Florida, $3,369,172 (18.4%), (2) Illinois, $3,094,425

(16.9%), and Texas $3,443,272 (18.8%). The balance of the direct premiums written in

the amount of $8,389,956 (45.9%) came from among the other forty-four licensed

jurisdictions. Direct premiums by American Professional Agency Incorporated, on behalf

of the Company, were approximately $16.7 million for the year ended December 31,

2005. (See “Program Administrator Agreements” below.)

Plan of Operation

All of the Company’s direct premiums written were produced by DPUI, under the

terms of its Underwriting Management and Services Agreement with the Company.

DPUI was licensed as a property and casualty insurance agency.

DPUI underwrites both qualifying large accounts and small accounts through

independent agents and brokers. Wholesalers make up at least 50% of the Company’s

business, large national retailers make up 25% and the remainder is made up of large

regional niche retailers who focus on a particular industry segment.

Strategic Alliance:

On May 2, 2005, the Company acquired a subsidiary excess and surplus lines

insurer called Darwin Select Insurance Company (Formerly, ULICO Indemnity

Company).

Darwin Select Insurance Company wrote accounts that do not meet the admitted

underwriting criteria of the Company and were, therefore, more appropriate for excess

and surplus lines carriers.
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Program Administrator Agreements:

Effective October 1, 2004, the Company became a party, along with DPUI and its

other affiliates, to a Program Administrator Agreement with American Professional

Agency Incorporated (APA).

Under the Agreement, APA wrote Medical Malpractice Liability for Psychiatrists

on behalf of the Company and has binding, premium collection, and underwriting

authority.

Effective September 15, 2005, the Company, along with DPUI and its other

affiliates, became a party to a Program Administrator Agreement with Professional

Government Underwriters Incorporated (PGU).

Under this Agreement, PGU wrote Public Officials, Police Professional, and

School Board Legal Liability coverages on behalf of the Company and has binding,

premium collection, and underwriting authority. Direct premiums written by PGU, on

behalf of the Company, were approximately $100,000 for the year ended December 31,

2005.

REINSURANCE

For 2005, the Company reported the following distribution of net premiums

written:

Direct business $ 18,296,825
Reinsurance assumed (from affiliates) 144,976,829
Reinsurance assumed (from non-affiliates) 0
Total direct and assumed $163,273,654
Reinsurance ceded ( to affiliates) 19,951,228
Reinsurance ceded to ( non-affiliates) 62,949,649
Total ceded $ 82,900,877
Net premiums Written $ 80,372,777



Darwin National Assurance Company

14

A general outline of the significant reinsurance agreements in effect at December

31, 2005 follows:

Assumed Reinsurance – Affiliates

Under reinsurance agreements effective July 1, 2004, the Company assumed

100% of the business written by DPUI on the paper of three affiliated insurers, Capitol

Indemnity Corporation (WI), Capitol Specialty Insurance Corporation (WI) and Platte

River Insurance Company (NE), (collectively, the Capitol Companies).

Effective October 1, 2005, the Company entered into portfolio transfer

reinsurance agreements with each of the Capitol Companies. Under these agreements,

the Company assumed 100% of the business written by DPUI on the respective

company’s paper during the period June 1, 2003 to June 30, 2004.

Assumed Reinsurance – Non-Affiliates

There was no Assumed Reinsurance from non-affiliated Companies.

Ceded Reinsurance – Affiliates

Under a reinsurance agreement effective July 1, 2004, the Company ceded 90% of

its direct and assumed business to Capitol Indemnity Corporation. Effective October 1,

2005, as approved by the Delaware Department of Insurance, this agreement was

commuted and the Company received cash equal to the entire ceded unearned premium

reserve and loss and loss adjustment expense reserves outstanding, including reserves for

incurred but not reported losses.
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Ceded Reinsurance – Non-Affiliates

As of the Examination date, the Company ceded business to unaffiliated reinsurers under the

following reinsurance contracts:

Treaty
Product Lines

Covered
Company Policy

Limit Offered
Reinsurance
Coverage(1)

Description of
Company Retention

Total Company
Retention at

Maximum Limit
Offered

Professional Lines D&O, E&O (Technology E&O,
Lawyers Professional E&O for law
firms with fewer than100 lawyers,
Insurance Agents E&O, Insurance
Company E&O, Miscellaneous
E&O), Fiduciary, EPLI

Up to $10 million per
occurrence; Up to $15
million per occurrence
for Private and Non-
profit D&O; Up to
$15 million per
occurrence for certain
Public D&O

$13 million excess of
$2 million per
occurrence for certain
D&O; $8 million excess
of $2 million per
occurrence for all other
classes

First $2 million per
occurrence; 15% of loss in
excess of $5 million per
occurrence

$3.5 million per
occurrence for
certain D&O;
$2.75 million per
occurrence for all
other classes

Managed Care
E&O

Managed Care E&O Up to $20 million per
occurrence for
Managed Care E&O

$18 million excess of
$2 million per
occurrence

First $2 million per
occurrence; 15% of loss on $5
million in excess of $5 million
per occurrence; 10% on $10
million in excess of $10
million per occurrence

$3.75 million per
occurrence

Medical
Malpractice

Physicians, Hospitals Up to $11 million per
occurrence

$11 million excess of
$0.25 million per
occurrence

First $0.25 million per
occurrence for physicians;
First $0.50 million per
occurrence for hospitals; 30%
of $1 million in excess of$1
million per occurrence; 15%
of loss in excess of $2 million
per occurrence

$1.9 million per
occurrence for
physicians; $2.15
million per
occurrence for
hospitals

Business Written
through i-bind

Private D&O, Fiduciary, EPLI and
Non-profit D&O

Up to $2 million per
occurrence

75% quota share of $2
million per occurrence

25% quota share of $2 million
per occurrence

$0.50 million per
occurrence

Psychiatrists Psychiatrists Professional Liability Up to $2 million per
occurrence

$1.75 million excess of
$0.25 million per
occurrence

$0.25 million per occurrence $0.25 million per
occurrence

Public Entity Public Officials, Police and
Governmental Employees E&O

Up to $5 million per
occurrence

$4.75 million excess of
$0.25 million per
occurrence

First $0.25 million per
occurrence; 30% of$1 million
in excess of $1 million per
occurrence; 10% of $3 million
in excess of$2 million per
occurrence

$0.85 million per
occurrence
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GROWTH OF THE COMPANY

The following information was extracted from the Company’s filed Annual

Statements and covers the three years since its last examination, through the current

examination:

Year
Admitted

Assets
Surplus as Regards
To Policyholders

Gross Written
Premiums

Net
Income (Loss)

2005 $ 334,203,978 $ 173,583,425 $163,273,654 $(20,824,005)
2004 47,277,807 30,951,278 85,645,283 (1,098,028)
2003 17,548,506 16,779,970 701,425 1,231,874
2002 16,686,705 15,618,042 1,394,328 1,315,556

During 2005, assets increased 607% due to the capital contribution of Darwin

Select and cash. The purpose of the contribution was to increase total capital and to

support the net retained writings anticipated in advance of the commutation and loss

portfolio transfer transactions.

The Company’s Surplus as Regards Policyholders increased in 2005 by 461%

due to the capital contribution of Darwin Select and cash totaling approximately $160

million.

According to the Company’s 2005 Management’s Discussion and Analysis,

significant underwriting acquisition expenses incurred on the business assumed through

the loss portfolio transfers, and commutation transactions discussed in the “Reinsurance”

Section of this report, resulted in a $22.9 million underwriting loss and an increase over

2004 in net losses of $19,726,977.
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ACCOUNTS AND RECORDS

The accounts and records reviewed included an evaluation of the Company’s

operational and organizational controls. The areas evaluated included computer systems,

accounting systems, the Company’s organizational structure, and it’s processing structure.

The Company operates in a computer-dominated environment.

A high-level assessment of the internal control structure and process for the

Company’s accounting and computer systems was performed by INS Services, Inc. The

review did not reveal material deficiencies in the internal control structure of the

Company’s computing systems. However, see Notes 3 and 4 of the Notes to Financial

Statements for additional information regarding the settlement of inter-company

balances and agents’ balances.

An external accounting firm audits the statutory-basis financial statements of the

Company annually. The Company’s external accounting firm reviewed the internal

control structure in order to establish the necessary audit procedures required to express

an opinion on the December 31, 2005 financial statements. The Company’s external

audit firm noted no material weaknesses in the design or operation of its internal control

structure.

The closing balance sheet and other documents were reviewed for the purposes

of this examination. A review of the adjusted trial balance as of December 31, 2005

indicated that the balances supported the financial data of the Company's 2005 annual

statement.
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Based on the examination review of Annual Statement classifications and

subsequent discussions with management, the accounting system and procedures

conformed to insurance accounting standard practices and requirements.

FINANCIAL STATEMENTS

The following financial statements as determined by this examination are

presented herein:

Analysis of Assets as of December 31, 2005
Liabilities, Surplus and Other Funds, December 31, 2005
Underwriting and Investment Exhibit - Statement of Income, 2005
Capital and Surplus Account for the period ending December 31, 2005

It should be noted that the various schedules and exhibits might not add to the

totals shown due to rounding.
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Analysis of Assets
December 31, 2005

Ledger Assets
Non-Admitted

Assets
Net Admitted

Assets Note
Bonds $111,685,687 $111,685,687 1

Common stocks 25,438,896 25,438,896 2

Cash and short-term investments 174,494,971 174,494,971

Investment income due and accrued 1,074,410 1,074,410

Agents’ balances or premiums in
course of collection 5,515,420 5,515,420 3

Amounts recoverable from
reinsurers 30,484 30,484

Federal income tax recoverable 33,792 33,792

Net deferred tax asset 7,783,691 $4,048,745 3,734,946

Receivable from parent,
subsidiaries and affiliates 12,195,372 12,195,372 4

Aggregate write-ins for other than
invested assets 15,460 15,460

Total Assets $338,268,183 $4,064,205 $334,203,978
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Liabilities, Surplus and Other Funds
December 31, 2005

Note
Losses $ 54,275,641 5
Loss adjustment expenses 32,887,591 5
Other expenses 231,226
Taxes, licenses and fees 310,365
Unearned premiums 54,119,195
Ceded reinsurance premiums payable 8,974,954
Payable to parent, subsidiaries and affiliates 4,851,145 4
Payable for securities 4,970,436

Total Liabilities $ 160,620,553

Common capital stock $ 3,500,000
Gross paid in and contributed surplus 182,039,213 6
Unassigned funds (surplus) (11,955,788) 6

Surplus as Regards Policyholders $ 173,583,425

Total surplus and liabilities $ 334,203,978
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Underwriting and Investment Exhibit - Statement of Income
Year Ended December 31, 2005

UNDERWRITING INCOME
Premiums earned $30,101,243

Losses incurred $12,685,707
Loss expense incurred 8,901,176
Other underwriting expenses 31,436,437

Total underwriting deductions $53,023,321

Net underwriting gain or (loss) $(22,922,078)

INVESTMENT INCOME
Net investment income earned $2,224,309
Net realized capital gains or (losses) (8,368)

Net investment gain (loss) $2,215,940

OTHER INCOME
Net gain or (loss) from agents’ or premium balances charged off $0
Aggregate write-ins for miscellaneous income 0

Total other income $0

Net income before dividends to policyholders and federal income
taxes $(20,706,138)
Dividends to policyholder 0
Net income after dividends to policyholders and before federal
income taxes $(20,706,138)

Federal and foreign income taxes incurred $117,867

Net income $(20,824,005)
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Capital and Surplus Account
December 31, 2005

Surplus as regards policyholders, December 31, 2004 $ 30,951,278

Net income $(20,824,005)
Change in net unrealized capital gains or (losses) (228,850)
Change in net deferred income tax 7,431,862
Change in non-admitted assets (3,986,072)
Surplus adjustments;

Paid in 160,239,212

Change in surplus as regards policyholders for the year $142,632,147

Capital and surplus, December 31, 2005 $173,583,425

Schedule of Examination Adjustments

Account
Company
Balance

Examination
Balance

Surplus Increase
or (Decrease)

Gross paid in and contributed surplus $181,810,363 $182,039,213 $228,850 6
Unassigned funds (surplus) (11,726,938) (11,955,788) (228,850) 6

Change in Surplus $ -0-
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NOTES TO FINANCIAL STATEMENTS

Note 1 - Bonds $111,685,687

Procedures were performed to confirm the existence and ownership of the bond

investments reported in Schedule D, part 1 of the 2005 Annual Statement. These

procedures were performed without exception. The Company’s bond portfolio comprised

33% of total admitted assets as of December 31, 2005. All of the Company’s bonds were

rated class 2 or better by the NAIC Securities Valuation Office.

Note 2 - Common stocks $25,438,896

Procedures were performed to verify the accuracy, valuation, completeness and

ownership of the Company's Common Stock as reported in Schedule D-Part 2-Section 2

and Page 2, Line 2.2 of the 2005 Annual Statement. The Common Stock was comprised of

the fair value of the Company's subsidiary in the amount of $25,438,896.

Note 3 – Agents’ balances in the Course of Collection $5,515,420

The Company utilized QuickBooks to record premiums in course of collection.

However, this software was not able to accurately record premiums receivable on an

installment basis. Due to this limitation, the Company could not provide accounting detail

to properly age agents’ balances receivable.

In addition to the aging issue, the Company was not able to distinguish between

“premiums received in the course of collection” and “deferred premiums” and “installments

booked but deferred and not yet due”. The entire balance of premiums receivable was

recorded as “premiums in the course of collection”.
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The review of the tracking system used by the Company for collection of premiums

provided reasonable assurance that premiums were being collected. No material differences

were noted during the examination, therefore, no changes were made on the balance sheet of

this report regarding Agents’ balances in the course of collection

It is recommended that the Company put into place an accounting / billing
system that would demonstrate compliance with SSAP No.6 paragraph 9 –
regarding the aging of agents' balances.

Note 4 – Receivables from parent, subsidiaries and affiliates $12,195,372
Payable to parent, subsidiaries and affiliates 4,851,145

The inter-company receivable of $12,195,372 was comprised of various general ledger

accounts recording the commutation of a reinsurance agreement, premiums assumed from

the Capitol Companies and cash due to the Company for premium billings produced by

DPUI. As an offset to this balance, the Company recorded a liability for reinsurance funds

held due to DSI.

The inter-company payable of $4,851,145 was primarily due to an overpayment by the

Capitol Indemnity Company in the settlement of the commutation of the 90% Quota Share

agreement.

The Company did not maintain sufficient detailed accounting documentation to

ensure that all inter-company balances were being settled on a timely basis. However,

settlements of inter-company balances were traced from summary workpapers to the

general ledger. It appears that inter-company balances were being settled. No material

differences were noted during the examination, therefore, no changes were made on the

balance sheet of this report regarding Receivables from or Payable to parent, subsidiaries

and affiliates.
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It is recommended that the Company develop an accounting/billing system
that would retain the supporting detail of inter-company balances. The
documentation retained must support the validity of such intercompany
receivables as admitted assets in accordance with SSAP No. 4 - Assets and
Non- Admitted Assets. SSAP No. 4 states, in part, that an asset shall be
defined as: “probable future economic benefits obtained or controlled by a
particular entity as a result of past transactions or events.”

Note 5 – Losses $54,275,641
Loss adjustment Expense Reserves $32,887,591

INS Consultants, Inc. (INS) was retained by the Delaware Insurance Department to

conduct a review of the Company’s reserve methodologies and adequacy. Based on their

review, the Company’s reported total loss and loss adjustment expense reserves at December

31, 2005 of $87,163,232 (comprised of loss reserves of $54,275,641 and loss adjustment

expense reserves of $32,887,591) were accepted for the purposes of this report.

The underlying data was tested through a review of open and paid claim files and actual

payments made, with no exceptions noted. The aggregated actuarial data provided by the

Company was verified and balanced to Schedule P of the Company’s filed annual statement.

Note 6 – Gross paid in and contributed surplus $182,039,213
Unassigned Funds ($11,955,788)

The gross paid in and contributed surplus of $182,039,213 as reported in this

examination, included $228,850 of amortization of goodwill that was reported by the Company

as a reduction to gross paid-in and contributed surplus instead of reporting the amount as a

change in net unrealized capital gains or losses. The amount was reclassified from unassigned

funds to gross paid in and contributed surplus on the balance sheet. The amount was reported

as a change in net unrealized capital gains or losses in the capital and surplus account of this
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report. The Company identified the problem and reclassified the amount in the first quarter of

2006.

COMPLIANCE WITH PRIOR EXAMINATION RECOMMENDATIONS

The Company’s compliance with prior examination recommendations was reviewed for

each account in the current examination for which there was a prior exam recommendation.

All prior examination recommendations were either directly or indirectly addressed subsequent

to the previous examination.

SUMMARY OF RECOMENDATIONS

1. The Company could not provide accounting detail to properly age agents’ balances

receivable.

It is recommended that the Company put into place an accounting/billing
system that would demonstrate compliance with SSAP No.6 paragraph 9 -
aging of agents' balances. (Refer to “Notes to Financial Statements No. 3” on
page 24)

2. The Company did not maintain sufficient detailed accounting documentation to ensure

that all inter-company balances were actually being settled on a timely basis.

It is recommended that the Company develop an accounting/billing system
that would retain the supporting detail of inter-company balances. The
documentation retained must support the validity of such intercompany
receivables as admitted assets in accordance with SSAP No. 4 - Assets and
Non- Admitted Assets. SSAP No. 4 states, in part, that an asset shall be
defined as: “probable future economic benefits obtained or controlled by a
particular entity as a result of past transactions or events.” (Refer to “Notes
to Financial Statements No. 4” on page 25)
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CONCLUSION

The following schedule shows the results of this examination and the results of the prior

examination with changes between examination periods.

12/31/05 12/31/02 Changes

Description
Current

Examination
Prior

Examination
Increase

(Decrease)

Assets $ 334,203,978 $16,686,705 $317,517,273

Liabilities $ 160,620,553 $ 1,068,663 $159,551,890

Common capital stock $ 3,500,000 $ 3,500,000 -$0-
Gross paid in and contributed surplus 182,039,213 6,800,000 175,239,213
Unassigned funds (surplus) (11,955,788) 5,318,042 (17,273,830)
Total capital and surplus $ 173,583,425 $15,618,042 $157,965,383

Totals $ 334,203,978 $16,686,705 $317,517,273

In addition to the undersigned, acknowledgment is made of the assistance provided by

the Delaware Insurance Department’s consulting actuarial firm, INS Consultants, Inc.

Respectfully submitted,

Jeffrey L. Jones, CFE
Examiner-in-Charge
State of Delaware
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SUBSEQUENT EVENTS

Reorganization

Effective January 1, 2006, The Alleghany Corporation contributed Darwin Group and

its Subsidiaries; Darwin National Assurance Company and Darwin Select Insurance Company

to DPUI. Pursuant to this reorganization, DPUI became the intermediate parent of Darwin

Group and the Company remained a subsidiary of the Darwin Group.

DPUI. - Federal Income Tax Filing Change

Effective on or after May 19, 2006, the Company will be included in the consolidated

tax return of DPUI. Until May, 2006, the Company was part of the consolidated tax return

filed by the Alleghany Corporation. Alleghany Corporation is a publicly listed insurance

holding company and the ultimate parent company of DPUI, the Darwin Group, the Company,

and other affiliates.

On May 19, 2006, DPUI also became a publicly listed holding company and is required

to file a separate Federal Income Tax Return. Since the Company is a subsidiary of DPUI, it

must be included in its consolidated Federal Tax Return.

Board of Directors

On August 9, 2006, the Board of Directors voted to reduce the number of directors

from five to three. The Board also voted to eliminate the Finance and Investment Committee.

The Board, as a whole, will undertake the functions formerly served by the Finance and

Investment Committee.

Reinsurance Security Trusts

In accordance with the terms of the 100% reinsurance agreement with Alleghany

Holdings and the Alleghany Corporation, the Company established three (3) Reinsurance
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Security Trusts in September, 2006, each with sufficient assets to adequately collateralize the

reinsurance obligations to each of the capital companies, with respect to liabilities assumed by

the Company. Under the agreement, the Company retains control of the investments and the

investment income. The Trust balances will be adjusted on a quarterly basis to ensure that the

assets held in Trust are sufficient to meet the Company’s obligations to the Capitol Companies

pertaining to the reinsurance agreements between the companies.

Extraordinary Dividend

On January 30, 2007, the Company submitted a request to the Delaware Department of

Insurance for approval to pay a Extraordinary Dividend in the amount of $3,500,000, to its sole

Stockholder; Darwin Group, Incorporated. By letter dated February 28, 2007, the Department

approved the dividend request.


